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OUR  FISCAL  POLICY 


I 

The  fiscal  management  of  a  gigantic  war  like  the  present  calls 
for  the  highest  skill.  In  order  to  achieve  success  it  must  not  alone 
be  based  on  fundamental  principles  of  economics  and  finance,  but 
must  be  sedulously  adjusted  to  the  mutations  of  the  budness  world 
and  to  the  fortunes  <rf  the  military  situation.  Important  as  are 
the  re^nsibOities  of  fiscal  leadership  in  times  o£  peace,  tlie  real 
test  of  statesmanship  is  to  be  found  during  the  stress  <rf  war.  TWs 
is  especially  true  at  present,  for  two  reasons. 

In  the  first  place,  this  war  differs  from  all  its  predecessors 
not  only  absolutely  in  the  prodigious  numbers  concerned,  but  also 
relatively  in  the  percentage  oi  waste  and  destruction.  Just  as  in 
times  of  peace,  under  the  factory  system,  man  power  is  economized 
and  machinery  utilized  with  a  lavishness  which  multiplies  output, 
90  this  is  the  first  war  in  history  whsst,  notwithstanding  the  hand- 
to-hand  combat  of  trendi  wacfaxe,  the  real  issue  d^iends  upon  the 
prodigality  with  which  the  implanents  and  munitions  of  warfare 
are  furnished.  Not  only  are  these  munitions  infinitely  more 
costly  than  in  former  times,  but  also  less  durable:  the  bigger 
the  gun,  the  shorter  its  life;  the  more  elaborate  the  aeroplane,  the 
greater  the  chance  of  its  destruction;  the  better  the  sanitary 
methods,  the  more  frequent  the  casting  aside  of  uniforms;  the 
more  complete  the  application  of  science,  the  more  rapid  the 
ravages  of  war  by  both  land  and  sea.  Not  only  are  the  initial 
eq>enaes  immensdy  greater,  but  the  shecar  waste  by  destruction 
grows  with  every  forward  stq)  in  effidesncy.  The  {oesent  war  is 
not  only  the  most  expensive  of  all  wars,  but  also  the  most  wastdEul. 

In  the  second  place,  the  burden  will  fall  with  e^edal  severity 
on  the  United  States.  Many  of  the  European  bellig^nts  are, 
if  not  approaching  exhaustion,  at  least  perilously  near  the  point 
where  their  powers  must  begin  to  flag.  Now  that  we  have  entered 
the  conflict  wholeheartedly,  we  shall  have  to  do  on  a  large  scale,  if 
success  b  to  be  adueved,  what  Great  Britain  did  on  a  small  scale. 
We  Shan  not  <mly  have  to  perform  our  pert  as  one  <d  the  principal 


belligerents  but,  as  is  now  abundantly  evident,  we  shall  have  to 
go  far  toward  supplying  the  deficiencies  of  all  the  Allies,  great  and 
little.  The  r61e  which  Eng^aad  {dayed  during  the  Napotoonic 
wais  is  now  to  be  essayed  <m  a  far  mcKce  colossal  scale  by  us. 

hk  the  face,  then,  of  sadi  heavy  leqxMisibiBties  the  statesman 
must  be  <m  his  guard  against  three  wideq»ead  fallades:  first,  the 
nndmating  of  our  needs ;  second,  the  undue  reliance  on  patriotism ; 
and,  third,  the  slogan  of  "business  as  usual.'* 

To  the  inadequate  realization  of  present  needs  must  be  ascribed 
many  of  the  past  failures  in  the  history  of  war  finance.  It  was 
because  Secretary  Chase  thought  that  the  Civil  War  would  be 
dKHTt-lived  that  he  adopted  his  utterly  inadequate  and  soon  dis- 
astrous fiscal  policy.  The  old  stoiy  of  the  q>eedy  odlapse  of  the 
CcAttal  PowefSy  wfaidi  we  have  hcAid  afaBost  freun  the  iiqfaning 
of  the  present  conflict,  is  tespoosSAt  fox  some  of  the  faring  enim 
that  have  been  committed  by  tiie  Allies.  Even  at  the  time  of  our 
entrance  into  the  war  the  official  calculation  of  some  $6,000,000,000 
for  our  first  year's  expenditure  seemed  to  many  exaggerated.  I 
stated  at  the  time  that  $10,000,000,000  would  be  far  nearer  the 
Buudcy  and  I  bdieve  that  even  that  sum  is  a  conservative  estimate. 
Let  us  no  longer  ddude  onradves  with  the  belief  in  an  impending 
collapse  of  the  Central  Powm  or  with  a  hope  that  our  burdens 
win  be  speedily  ffimintBhed, 

The  second  mistake  is  to  think  that  the  eomomic  <»r  fiscal 
problem  can  be  solved  by  an  appeal  to  patriotism.  Patriotism  is 
indeed  essential  to  the  prosecution  of  a  war.  Without  the  willing- 
ness on  the  part  of  the  community  to  make  sacrifices  which  would 
be  unendurable  in  ordinary  times,  no  war  can  be  fought  to  a 
successful  finish.  But  even  this  gigantic  conflict,  with  all  the 
hft»w»  and  self-sacrifice  that  it  has  ewdced^  has  afforded  abundant 
oonfiimatioil  <rf  the  fact  that  <m  pui^  ecmunic  questk^ 
mests  can  sttooessfaUy  app^  at  bottom  <mly  to  eoMi^^ 
Patriotism  does  not  prevent  qtecutetkm  in  war  matmab  or  other 
commodities;  patriotism  of  itseif  does  not  succeed  in  brining 
about  the  necessary  reduction  of  consumption;  patriotism  does 
not  cause  the  farmers  to  increase  their  acreage  unless  they  are 
assured  a  certain  mtni'mMm  price.  Even  to  call  a  loan  a  '^Liberty 
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Loan"  does  not  help  matters  much  more  than  in  the  case  of  the 
ill-starred  loyalty  or  patriotic  loans  of  Europe  over  a  century  ago. 
There  are  in  truth  only  two  ways  in  which  a  government  can  sue- 
OHsfuUy  carry  on  its  economic  and  fiscal  affaus.  One  method 
is  oooaqprnbiioii;  that  is,  so  to  utilise  the  soverd^  powers  of  the  state 
as  to  prohibit  pec^le  fxom  doing  things  which  in  an  onergenqr 
tiiey  ou|^t  not  to  do,  and  to  oompd  them  to  do  things  whidi  the 
community  believes  they  ought  to  do.  Far  more  efficacious  than 
compulsion,  however,  is  the  appeal  to  ordinary  economic  motives. 
It  is  vastly  more  conducive  to  the  success  of  a  loan  to  raise  the  rate 
of  interest  by  one-half  of  i  per  cent  than  to  attempt  to  force  a 
recalcitrant  purchaser.  It  is  far  more  promising  of  results,  in 
order  to  induce  an  increase  of  output,  to  show  the  producer  that  he 
will  iHCofit  the  opecatum  than  to  attenqpt  to  p^ialize  him  for  lus 
falhne.  The  govenmimt  in  its  eci»MMnic  activitfes  is  i»iniarily 
amenaUe  to  economic  omsideratioQs.  To  the  extrat  that  patriot* 
ism  modifies  the  economic  motive  it  cannot,  indeed,  be  ignored; 
but  woe  to  the  statesman  who  overlooks  the  essential  characteristics 
of  human  nature. 

The  third  danger  is  the  slogan  of  "business  as  usual."  What 
is  needed  in  a  crisis  like  the  present  is  not  "business  as  usual" 
but  social  productivity  at  its  mazunmn.  These  are  essentially 
different  conomtiops.  Tbm  must  be  an  euraious  increase  in  the 
productkm  <rf  all  those  things  iriddi  aie  hnmediatdy  needed  fw 
the  war  and  wliich  are  of  necessity  rapidly  destroyed.  This  diange 
in  the  form  of  production,  coupled  with  Ihe  diminution  in  the  labor 
force  which  results  from  military  service,  obviously  entails  a 
great  decrease  in  the  production  of  commodities  not  needed  directly 
or  indirectly  for  war  purposes.  At  the  same  time  the  inevitable 
fingmriAl  burdeus  of  the  war  call  for  a  national  surplus  of  production 
over  consun^>ti<m  which  must,  if  possible,  be  larger  than  before  the 
war,  unless  the  nation  is  drilling  to  consume  its  c^Mtal  and  thus 
fanperil  its  future  economic  life.  Since  at  best  the  total  national 
ou^t  is  bound  to  be  reduced  because  oi  tiie  decrease  of  the  labor 
force,  the  only  way  to  secure  the  needed  surplus  is  by  diminishing 
consumption  as  a  whole.  But  since  consumption  for  war  purposes 
necessarily  increases,  it  follows  that  there  must  be  a  great  falling  o& 

s 


in  the  consumption  of  everything  else.  Such  a  general  decrease 
of  consumption,  with  enforced  economy  all  along  the  line,  can  of 
course  not  be  attained  without  a  formidable  dislocation  of  industry. 
Far  from  business  goiiig  on  as  usual,  the  very  meaning  of  the  jn^sait 
war  is  that  business  must  iMf  go  on  as  usual.  On  the  contrary, 
obtain  new  forms  of  enterprise  must  be  started  and  many  old 
fcmns  must  be  completely  transformed.  While  this  process  of 
economic  transformation  and  readaptation  presents  one  of  the 
greatest  of  economic  problems,  the  fiscal  implications  are  no  less 
significant. 

If,  then,  such  immense  sums  have  to  be  provided,  if  the  appeal 
must  be  made  to  ordinary  business  motives,  and  if  it  is  essential 
to  ke^  social  i»oductivity  at  a  maximum,  what  conclusions  follow 
as  to  the  fiscal  maaagemmt  of  the  war?  The  first  proUem, 
obvfously,  is  as  to  whether  the  war  ought  to  be  financed  by  loans 
or  by  taxes.  As  I  have  hem  informed,  however,  that  this  part  of 
the  subject  is  reserved  for  another  speaker,  I  shall  content  myself 
with  the  mere  statement  that  the  attempt  to  prosecute  a  war 
through  sole  reliance  on  either  loans  or  taxes  is  suicidal,  and  that 
the  only  point  worth  discussing  at  all  is  the  relative  proportion 
that  ought  to  be  observed  between  loans  and  taxes.  I  have  else- 
where"  pdnted  out  that  the  proportion  originally  indicated  by  the 
goyemmoit  of  50^50  per  cent— that  is,  one-half  of  the  domestic  war 
*'*p»M»ft  to  be  defrayed  out  of  taxatfon— is  grossly  exaggerated, 
and  that  in  the  first  year  of  a  protracted  war  far  greater  rdiance 
must  be  placed  upon  loans.  For,  whatever  may  be  the  disadvan- 
tages of  excessive  loans,  they  are  far  more  than  outweighed  by  the 
evils  of  excessive  taxes,  from  the  point  of  view,  not  alone  of  the 
immediate  prosecution  of  the  war,  but  also  of  the  ultimate  economic 
OHisequenGes.  Refraining,  however,  from  any  discussion  of  this 
pdnt  and  remindii^  you  that  for  this  first  year  of  the  war  the 
admtnbtmtifm  is  now  definitdy  commttted  to  the  plan  of  taSmng 
more  than  four-fiftte  of  the  required  sums  1^  loan,  let  us  omsider 
a  little  more  carefully  what  diould  be  the  future  policy. 

'Edwm  R.  A.  Sc%iiaa  and  Robert  Monay  Hk^  H^m  to  Fimmce  the  W^. 
(Columbia  War  Papers,  Series  t.  No.  7.)  1^  baa  been  SBpdnted  hx  the  Natiooal 
Bank  of  Comamt^  New  York. 
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To  essay  the  rAle  of  critic  is  at  best  thankless;  andiflv^ture 
in  this  phu^  to  call  attcaiticm  to  some  of  the  errors  that  have  been 
committed,  it  is  solely  with  the  hope  of  persuading  the  govern- 
ment to  avoid  a  repetition  of  these  mistakes  in  the  colossal  loans 
that  will  still  be  needed  this  year  and  the  following  years  of  the 
war.  We  have  just  borrowed  two  billions  out  of  the  more  than 
eight  billions  that  will  be  needed;  that  is,  we  shall  have  to  borrow 
during  the  remainder  of  the  year  at  least  six  billions  SM»e.  And 
although  the  Liberty  Loan  has  been  i^u:ed,  if  we  are  to  beentirdy 
frank  with  omcsdves  we  must  ocMifess  that  it  mi^t  have  been  more 
of  a  success,  ^teadof  hesog  oversubscribed  several  times,  tiiece 
are  a  few  reserve  districts  wh^  the  allotments  have  not  even  been 
reached,  and  it  was  only  by  the  most  unremitting  and  assiduous 
efforts  on  the  part  of  the  great  financial  interests,  and  primarily  of 
much-abused  Wall  Street,  that  the  loan  was  carried  through  at 
the  last.  Why  is  this?  Why  should  so  much  difficulty  have 
been  experienced  in  placing  two  InUions,  whereas  even  G^many, 
with  its  vastly  inferior  resources,  has  repeatedly  subscribed  far 
greatesr  sums?  In  my  opimon  four  errors  have  hem  committed: 
first,  the  foilure  to  appeal  to  buidness  motives;  second,  the  tax- 
exemption  feature;  third,  the  putting  of  the  cart  before  the  horse; 
and,  fourth,  the  exaggerated  tax  policy. 

The  first  criticism  is  to  be  directed  to  the  rate  of  interest.  To 
offer  a  3^%  bond  at  par  when  other  belligerents  at  the  very  out- 
set of  the  war,  with  a  credit  quite  as  good  as  that  of  the  United 
States,  issued  loans  running  all  the  way  from  3I  to  5%,  is  to  rdy 
upon  patriotism  rather  than  upm  bumiess  motives.  One  of  the 
cardinal  errors  committed  by  Secretary  Chase  towaid  tiie  end  <rf  his 
adminbtration  was  to  dedde,  against  the  advice  of  expert  financiers, 
to  issue  a  5%  rather  than  a  6%  loan,  in  order,  as  he  thought,  to 
save  the  interest  for  the  government.  The  subscriptions  from 
the  public  came  to  a  sudden  stop,  and  it  required  the  sagacity 
of  a  Fessenden  to  restore  the  confidence  of  the  public  in  the 
financial  wisdom  of  the  administration  by  raising  the  rate  flfflfa  to 
the  proper  business  level.  There  is  little  f<Mxe  in  tbeargunaent 
that  it  is  the  duty  of  the  financial  oomnm^ty  to  tend  mon^  at 

5 


low  rates  to  the  government.  The  government,  like  any  other 
business  institution,  must  pay  the  market  rate.  If  a  sufficient 
quantity  of  funds  is  not  forthcoming  at  a  given  rate  of  interest,  the 
obvious  conclusion  is  that  the  government  is  not  makmg  a  suffir 
dently  liberal  <^er.  It  would  be  as  bootless  for  the  govenuaeat 
to  object  to  the  so-called  sctfiahncss  d  Ihe  leodm  as  it  would 
be  for  an  individual  to  protest  against  paying  the  market  rate  on 
his  loan.  Hie  relatively  insignificant  amount  that  is  saved  by 
the  government  in  issuing  a  bond  bearing  less  than  the  market 
rate  of  interest  will  be  more  than  lost  by  the  inevitable  weakening 
of  its  credit,  due  either  to  the  dubious  success  of  the  loan  or  to  the 
quasi-compulsory  features  of  the  issue.  The  ostensible  econ<miy 
of  a  low-rate  bond  is  dearly  iwixdiased  in  these  regrettable  conse- 
quences. 

If  it  was  amatter  <rf  doubtful  pdky  to  issue  the  first  loan  at 
51%,  it  win  in  all  probability  be  still  more  questionable  to  attempt 
to  keq>  future  issues  down  to  the  same  rate.  It  is  unreasonable 
to  suppose  that  we  shall  be  able  to  accomplish  what  no  country 
in  the  world  has  ever  been  able  to  do,  that  is,  to  compel  people 
to  lend  money  at  what  is  really  less  than  money's  worth.  Far 
better  would  it  be  to  have  a  higher-rate-interest  loan  many  times 
oversubscribed  than  to  have  a  low-rate-interest  loan  grudgingly, 
and  in  the  eod  perhaps  even  insuflkiently,  placed. 

The  second  mistake  was  to  make  ibe  bonds  ezen^>t  iiom 
taxation,  ezcqot  as  to  the  inb^tance  tax.  It  is  needless  to  call 
attention  here  to  the  grave  dangers  that  will  ensue  when  our 
national  debt  amounts,  as  may  well  be  the  case  in  a  few  years,  to 
twenty  or  thirty  billions  and  when  our  tax-exempt  state  and  local 
securities  will  amount  to  several  billions  more.  The  division  of  a 
democratic  community  into  two  classes  of  property  owners,  those 
^rbo  pay  taxes  and  those  who  do  not,  is  move  pcgcitous  than  the 
present  division  into  two  classes  of  income  recipients.  But  entirely 
spaxt  from  these  aodal  hazai^  fxcm  niddi  it  should  be  the  duty 
of  a  great  statesoaan  to  £ree  us,  tiie  bond-exemption  dause  is  in  part 
re^nsible  for  the  early  duggishness  of  the  first  loan.  Many  a 
wealthy  individual  who  would  have  invested  in  the  loan  was 
deterred  by  the  consideration  that  if  he  purchased  largely  he  would 
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before  long  have  the  finger  of  scorn  pointed  to  hnn  as  one  who  had 
attempted  to  evade  his  share  of  taxatiw.  Even  now  the  mutter- 
ings  have  begun. 

Moreover,  idiile  tibe  community  loses  through  this  ai^)earance 
of  inequality,  the  govemmrat  does  not  gain.  On  the  contrary, 
especially  in  a  contest  like  the  present  one,  where  it  is  probable  that 
the  rates  of  the  income  tax  will  be  gradually  increased  as  the  pinch 
becomes  more  pronounced,  what  the  government  saves  in  the 
lower  rate  of  interest  on  a  tax-free  bond  will  soon  be  more  than 
wiped  out  by  what  it  will  lose  in  the  shrinkage  of  the  income-tax 
receipts.  It  is  earnestly  to  be  hoped  that  when  the  mxt  loui  is 
issued  the  tax'-exanfyt  feature  will  disappear.  At  all  events  Irt 
us  fcAow  the  exan^le  of  allowing  a  choice  between  tauUe 

and  tax-feee  bonds,  so  arranging  matters  that  the  former  will  be 
preferred.  The  adjustment  as  between  the  federal  and  state 
securities  can  easily  be  made. 

In  the  third  place,  it  must  be  confessed  that  the  administration 
in  some  respects  put  the  cart  before  the  horse.  It  is  an  admirable 
policy  to  publish  no  annoimcement  until  all  preparaticms  have  been 
made,  so  that  when  the  issue  is  finally  arranged  advantage  can  be 
taken  of  the  incqiient  enthiwiasm  to  float  the  loan  suooc^fidly  on 
the  ctest  of  the  wave.  But  lAmX  is  tihe  hlstny  <tf  the  two-btDion- 
dollar  loan?  first,  the  aimounoement  was  made  that  the  money 
would  be  borrowed,  but  without  specifying  any  details  or  terms; 
then,  when  after  some  delay  the  terms  were  announced,  the  state- 
ment went  forth  that  the  loan  had  been  oversubscribed ;  finally,  after 
attention  had  been  called  to  the  fact  that  according  to  the  provi-r 
sions  of  the  law  we  should  not  depend  upon  a  syndicate  of  bankers 
but  should  rely  upon  a  direct  issue  by  the  government,  the  situation 

became  so  ominous  tiiat  these  veiy  bankers  had  to  omie  to  the  rescue 
of  the  government  and  idace  afi  their  £adltties  at  its  disposal. 

When  the  next  toan  is  issued,  let  us  hope  that  the  campaign 
will  be  mapped  out  in  advance  to  the  smallest  detail;  that  no 
announcement  will  be  made  until  all  arrangements  have  been  con- 
simimated;  and  that  if  the  government  is  again  compelled  to  rely 
upon  the  banking  community  it  will  neither  shun  dose  co-opemtion 
nor  begrudge  generous  acknowledgment. 
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The  fourth  mistake  was  the  exaggerated  tax  policy.  An  ade- 
quate tax  basis  for  the  impending  loan  was  indeed  necessary  and 
the  Secretary  of  the  Treasury  is  to  be  commended  for  not  succumb- 
ing to  the  danger  which  befell  Secretary  Chase  during  the  Civil 
War.  But  when  the  House  completed  its  draft  (rf  the  revenue  bill 
with  e»x8sive  and  ill-advised  taxes,  with  the  adaption  of  the 
50-50  per  cent  theory  of  the  administntion,  and  with  the  fear 
on  the  part  of  the  communify  that  this  same  ratio  would  be  applied 
to  the  sums  still  to  be  called  for  during  the  remainder  of  the  year, 
the  enthusiasm  of  the  investing  public  was  suddenly  chilled.  The 
apprehension  that  ill-judged  taxes  on  industry  and  income  would 
tend  unduly  to  curtail  the  surplus  needed  for  capital  investment 
in  new  enterprises  and  would  lead  to  a  shrinkage  in  security  values 
led  many  a  would-be  investor  to  doubt  whrther  he  mi^t  look 
forward  to  a  suffidmt  balance  to  invest  in  government  bonds  or 
to  justify  hun  in  ext^^ing  his  fiaUHties  by  b(»Towing  from  the 
bank  for  the  purpose.  The  exaggerated  tax  policy  thus  not  only 
endangered  the  maintenance  of  stable  business  conditions,  but 
imperiled  the  loan  policy  itself,  and  the  government  was  in  danger 
of  falling  between  two  stools  on  both  its  loans  and  its  taxes. 

Let  us  hope  that  before  the  next  bond  issue  is  announced  a 
moderate,  equable  and  statesmanlike  tax  policy  will  have  been 
adopted— a  policy  which  will  not  only  tmi  to  «»tw*tft'F*  social 
productivity  at  its  maximum,  but  will  serve  as  a  tsappan  rather 
than  a  drawbadc  to  the  new  loans. 

m 

If  our  loan  policy  is  susceptible  of  improvement,  what  is  to  be 
said  about  our  tax  policy  ?  Such  a  policy  has  not  yet  been  adopted. 
There  are  at  the  present  time  before  the  country  two  theories^the 
House  theory  and  the  S^iate  theory.  The  fundamental  diffeience 
between  tiiese  may  be  summarised  as  foUows: 

X.  The  Ebuse  believes  in  raising  by  taxation  several  hundred 
millicms  more  than  the  Senate  oon^as  wise  or  necessary. 

2.  The  House  imposes  upon  higher  incomes  rates  which  have 
never  before  been  tried  in  civilized  society,  while  the  Senate  follows 
a  policy  of  far  greater  moderation. 
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3.  The  House  selects  for  its  excess-profits  tax  a  base  which  the 
Senate  considers  inequitable  and  unworkable. 

4.  The  House  suggests  large  gross-receipts  taxes  on  business, 
while  the  Senate  prefers  to  derive  a  similar  revenue  from  selected 
excises  on  commodities. 

5.  The  House  proposes  a  ten  per  cent  increase  on  dl  in^rts, 
which  the  Senate  dedares  absurd  and  unjust 

6.  The  Kmse  levies  burdenscmie  taxes  on  communication 
and  transportation  which  the  Senate  declares  both  unnecessary  and 
unscientific. 

As  between  these  two  theories  it  is  not  difficult  to  decide,  for  the 
House  policy  bears  every  mark  of  haste  and  lack  of  consideration. 
As  I  have  in  another  place  criticized  it  in  some  detail,  I  shall  content 
myself  here  with  stating  what  is  believed  to  be  a  soimd  policy,  not 
<mly  iot  the  immediate  future,  but  for  the  "M»fM»*W  <rf  what  may 
be  a  {MToteacted  war. 

z.  In  the  first  place,  the  amount  to  be  raised  by  taxation 
sAiould  be  carefully  adjusted  to  the  conditions  of  social  productivity. 
In  the  first  year  of  a  great  war  we  should  attempt  to  raise  by  taxa- 
tion only  enough  to  defray  the  interest  on  the  new  debt,  together 
with  a  moderate  amortization  quota;  that  is,  such  an  amount,  over 
and  above  interest,  as  is  calculated  to  sink  the  debt  well  within  the 
generation  that  contracted  it.  To  do  more  than  this  would  be  likely 
to  engender  those  daagm  wbkk  I  have  ebeiriiere'  characterized, 
asfdiows: 

a)  Excessive  taxes  on  ccmsumption  will  cause  popular  resent- 
ment. 

b)  Excessive  taxes  on  industry  will  disarrange  buaness,  damp 
enthusiasm,  and  restrict  the  spirit  of  enterprise  at  the  very  time 
when  the  opposite  is  needed. 

c)  Excessive  taxes  on  incomes  will  deplete  the  surplus  avail- 
able for  investments  and  interfere  with  the  placing  <rf  the  enmrnous 
loans  which  will  be  seoessary  m  any  event 

d)  Excessive  taxies  on  wealdi  wDl  cause  a  serious  diminution 
of  the  incomes  vdiidi  are  at  present  largely  drawn  upon  for  the 

■  Tkt  Hotue  Revenue  Bill.  A  ConskucHvc  Criticism.  (Columbia  War  Papers' 
Series  i.  No.  16,  p.  S.)  Tftis  has  ako  ben  nqpifaitad  by      Matiowa  Baak  of 
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sai^MXTt  of  educatioiial  and  phibmthroiuc  enterprises.  Moreover, 
these  sources  of  support  would  be  dried  up  precisely  at  the  time 
when  the  need  would  be  greatest.  A  government  already  strained 
by  the  necessity  of  immediately  adopting  many  new  functions  for 
war  purposes  would  be  compelled  to  assume  a  number  of  additional 
functions  now  performed  through  private  mdi\aduals.  The  diffi- 
cult and  hasty  transition  from  private  to  public  activities  would 
in  all  probability  entail  a  consideraUe  loss  and  wouM  seriously 
cripple  the  ^kiency  of  our  war  activities. 

e)  Excess  taxation  at  tiie  outset  of  the  war  will  reduce  the 
dastidty  availaMe  for  the  inoeadng  demands  that  are  soon  to 
come. 

In  the  second  year  of  the  war  it  will  be  not  only  possible  but 
desirable  to  increase  the  proportion  of  taxes.  It  will  be  possible 
because  the  expansion  created  by  vast  governmental  expenditures 
will  cause  widespread  prosperity;  it  will  be  desirable  because  it  is 
precisely  during  this  pmod  of  expanding  profits  that  the  burden 
will  be  less  fdt  than  at  the  eiqpimtkm  of  the  war,  when  the  long- 
defmed  recnganization  in  mdustry  must  take  place.  Hi^th  every 
additional  year  of  war  a  greater  proportion  can  be  rai^  from 
taxatH>n,  so  that  ultimately,  during  the  period  of  the  war  itself, 
the  way  may  be  paved  for  the  disappearance  oi  the  debt  entailed 
by  the  conflict. 

2.  The  chief  reliance  during  the  war  must  be  on  an  excess-profits 
tax  levied  according  to  scientific  princ^des.  Since  these  war 
profits  will  cease  with  the  war,  it  is  <nily  pr(q>er  that  they  should 
iotm  the  basis  of  the  extraordinary  war  revenue.  Bteie  again,  how- 
evK,  due  cautkm  must  be  <d)8erved.  In  the  first  year  of  the  war 
the  amount  of  profits  taken  by  the  government  must  not  be  so 
hij^  as  to  endanger  the  inducement  to  the  sorely  needed  expansion 
of  industry.  With  every  succeeding  year  a  greater  percentage  of  the 
excess  can  be  assessed,  until  we  reach  even  the  80  or  90  per  cent 
which  is  to  be  applied  in  the  fourth  year  of  the  war  in  some  of  the 
belligerent  countries.  Into  the  much  mooted  question  of  the  exact 
form  to  be  assumed  by  the  war-profits  tax  I  shall  not  here  enter. 

3.  A  smaller,  but  still  important,  shaxe  ol  the  extxaozdinaiy 
revenue  should  come  from  the  inoome  tax.       the  income  tax, 
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however,  must  remain  our  chief  reliance  after  the  termination  of  the 
war,  it  is  of  the  utmost  importance  not  to  exaggerate  the  burden 
during  the  war  and  especially  during  the  early  years  of  the  war. 
This  caution  is  re-enforced  by  the  close  connection  *F*fntiffnBd 
above  betwe^  the  income  tax  and  a  successful  loan  pdicy,  as  well 
as  by  the  oomodemtion  that  in  a  d^nodacy  V3a  ours  a  great  shate 
<rf  lAoA  in  othcar  countries  constitutes  public  expenditure  is  defrayed 
out  of  the  suri^  income  of  individuals.  An  income  tax  with 
rates  sufficiently  high  to  enforce  a  diminution  in  consumption  is 
eminently  desirable;  an  income  tax  with  rates  so  inordinately  high 
on  the  larger  sums  as  to  lessen  the  flow  of  private  philanthropy 
would  be  deplorable. 

4.  Since  it  is  unlikely  that  even  with  the  greatest  care  a  gjgsntic 
war  can  be  long  conducted  without  trendAig  aomewhat  on  tl^ 
cental  <rf  the  community,  it  seems  that  an  obviously  suitable 
source  <tf  revenue  is  tiie  inh^itanoe  tax— tihw  only  kind  of  a  tax 
on  capital  which  is  feasfbte  in  a  country  like  the  United  States. 
This  is  not  the  place  to  enter  into  the  grave  questions  that  here 
arise  as  to  the  adjustment  between  state  and  federal  taxation  of 
inheritances;  but  if  it  became  necessary  to  make  a  choice  between 
excessive  income  taxes  and  moderate  inheritance  taxes,  my  piefer- 
ence,  during  the  contmuance  of  the  war  at  least,  is  for  the  latter. 

5.  To  rely  entirely  upon  direct  taxes  is  as  inq>08flil^  u  it  is 
unwise.  In  the  seiectioii  of  indixect  taaees,  however,  a  definite 
giadatifm  should  be  observed.  Attheb^inningweshouMcontait 
oursdves  with  impositicma  on  articles  of  quasi-luxury,  like  liquors, 
tobacco  and  automobiles.  With  the  next  step  we  approach 
articles  of  wider  consumption,  like  tea,  coflFee  and  sugar.  Still 
another  stage  is  reached  when  we  seek  to  secure  large  receipts  from 
stamp  taxes.  A  fourth  series  of  revenues  can  be  obtained  by  laying 
under  contribution  the  processes  of  transportation  and  communica<- 
tion.  It  is  only  as  a  lust  resort  that  we  should  utilise  the  geaeml 
exc&es  or  levies  <m  onnmodities  at  large,  such  as  we  emplo;^  dur- 
ing the  Qvil  War.  In  this  gradatikm,  however,  not  only  should  a 
due  balance  be  observed  betwera  direct  and  indirect  taxes,  but 
everywhere  and  at  all  times  we  must  keep  in  mind  the  essential 
necessity  of  maintaining  unimpaired  the  flow  of  capital  to  new 


enterprises.  The  fiscal  problem  in  war  time  is  not  merely  the  prob- 
lem of  the  relative  burdens  on  the  various  classes  in  the  community, 
important  though  that  be;  the  fundamental  problem  is  to  invigor- 
ate industry,  to  n^^int^™  social  productivity,  and  to  render  possible 
the  unioqieded  pcosecation  of  the  war,  which  can  be  accomplished 
only  by  a  steady  and  undiminished  &m  of  the  social  income.  I 
should  be  the  last  to  deprecate  the  fiscal  aspects  of  social  xef<Hrm, 
but  a  fiscal  war  policy  which  is  predicated  primarily  on  principles  of 
social  reform  will  be  likely  to  lose  the  war.  No  greater  mistake 
could  be  made  than  to  confuse  the  polides  of  war  finance  with  those 

of  peace  finance. 

During  the  dark  days  of  the  Civil  War  Mr.  David  A.  Wells 
contributed  largely  to  restoring  the  waning  confidence  in  the 
North  by  his  remarkaUe  pamphlet,  Our  Burden  and  Our  Strength. 
The  situation  today  is  qmte  different  Our  straigth  is  unques- 
tioned and  our  burdw  is,  Hius  far  at  least,  rdativdy  light  But 
the  forces  against  which  we  are  arrayed  mustnot  be  underestimated, 
and  it  is  the  part  of  wisdom  to  make  provision  for  all  evratuaKties. 
A  hand-to-mouth  fiscal  policy  is  certainly  deplorable;  but  no  less 
illegitixnate  would  be  a  policy  which  fails  to  note  the  intimate 
dependence  of  future  fiscal  possibilities  upon  future  economic 
condition!!.  We  need  not  only  a  long  look  ahead,  but  a  wise  look 
ahead.  K,  as  we  ccmfidratly  believe,  the  fiscal  policy  of  the  govern- 
ment will  be  duuracterized  by  the  same  foresight  and  expert  co- 
operation which  is  gradually  manifesting  itself  in  the  other  phases 
of  administrative  activity,  we  need  have  Bttlc  reason  to  doubt  the 
ultimate  issue. 

Edwin  R.  A.  SsiKaiAK 
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